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IN THIS WEEK’S BOTTOM LINE 

 A measured exposure to bonds will help to keep an investor resolute. The more bonds one 

has in an investment portfolio the less one stresses about temporary equity market 

declines, mitigating the common mistake of selling out of equities at a loss. Unfortunately, 

buying high when everyone else is buying and selling low when everyone else is selling is 

human instinct and comes quite naturally. Bonds offer the ballast, which protects against 

succumbing to human instinct.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The Absa/ BER manufacturing purchasing managers’ index (PMI) jumped in July from 47.9 

to 51.5 regaining the expansionary 50-level after averaging 49.5 in the second quarter. Of 

the sub-indices showing improvement, the business activity index increased from 45.8 to 

50.3, the employment index from 46.0 to 50.8, suppliers’ performance from 51.5 to 54.0 

and the forward-looking new sales orders index from 49.1 to 52.8. Marring an otherwise 

upbeat survey, the prices sub-index increased sharply from 73.6 to 83.6 reflecting the 

inflationary impact of the weaker rand and rising oil price. Of greatest concern, the 

expected business conditions index, a measure of expected conditions in six months’ time, 

fell from 55.7 to 48.7 its first sub-50 reading since August 2017, likely reflecting increased 

global uncertainty over trade protectionism.   

 

 Total new vehicle sales increased in July by 2.6% year-on-year down from 3.0% growth in 

June. While commercial vehicle sales retreated by 0.7% passenger vehicle sales increased 

4.3% amid buoyant consumer confidence and lower interest rates. Among the commercial 

vehicle sales categories, light vehicles contracted 2.3% while medium and heavy vehicles 

grew by an encouragingly robust 15.9% and 27.9%, respectively. Despite the weaker rand, 

new vehicle exports fell sharply by 19.2% on the year due to the base effect of a high 

comparative level in 2017. Growing trade protectionism is likely to keep export sales under 

pressure.  

 

 The trade balance registered a substantial R12 billion surplus in June well above May’s 

trade surplus of R3.8 billion, with exports rising 7.1% month-on-month while imports 

declined 0.9% on the month. Following four straight months of surplus the cumulative trade 

deficit for the year-to-date has reduced to R1.8 billion, which although below last year’s 

R25 billion surplus over the equivalent period, bodes well for a reduction in the country’s 

current account deficit. A reduction in the current account deficit would be rand positive.  

 



 

 

 The Labour Force Survey unemployment rate jumped to 27.2% in the second quarter (Q2) 

from 26.7% in Q1. Over the quarter, employment fell by 90,000 while the number of 

unemployed increased by 102,000. Both formal and informal sectors lost jobs, by 35,000 

and 73,000 respectively. By sector, the worst job losses were recorded in manufacturing at 

105,000, the community and social services sector (mainly government services) at 93,000 

and trade at 57,000. Job gains were recorded in transport at 54,000, and surprisingly in 

construction at 45,000 and mining at 38,000. On a year-on-year basis, the overall trend 

remains mildly positive with a total 188,000 jobs created. However, the number of 

discouraged job seekers surged by 503,000 on the year. Jobs growth depends on improved 

business confidence levels, which in turn relies on the implementation of pro-growth policy 

reforms.   

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Tuesday 7th August. According to consensus forecast 

manufacturing production is expected to have shown nil year-on-year growth in June, 

following growth of 2.3% in May. Expectations of a disappointment stem from lacklustre 

survey data. The manufacturing purchasing managers’ index (PMI) averaged 49.5 in the 

second quarter (Q3), which below the neutral 50-level signifies modest contraction. 

However, with the PMI regaining the 50-level in July, some respite in manufacturing 

production is expected in Q3.  

 

 SACCI Business Confidence Index: Due Wednesday 8th August. Since spiking in January to 

99.7 its highest level in 27 months, boosted by “Ramaphoria”, the SACCI Business 

Confidence Index has dropped for 5 consecutive months ending in June at 93.7. The 

Business Confidence Index for July will be closely watched for indications of a potential 

recovery in investment spending.  

 

GLOBAL 

 In response to Trump’s threat to lift tariffs on an additional $200 billion of Chinese imports 

from a proposed 10% to 25%, China said it was preparing to impose tariffs ranging from 5-

25% on an additional $60 billion of US products. China’s State Council stated that: “Any 

unilateral threat or blackmail will only lead to intensification of conflicts and damage to 

the interests of all parties.” Meanwhile, the yuan has depreciated by around 7% against the 

US dollar over the past two months to a large extent mitigating US trade tariffs. Trump is 

facing broadening resistance to his trade policy from US businesses, which highlight that US 

companies and consumers will in many instances suffer more than in China.  

 

 Markit’s global manufacturing purchasing managers’ index (PMI) fell in July from 53.0 to 

52.7 attributed to growing unease over US trade protectionism. Among the major 

economies, the Eurozone was alone in reporting an improvement in its manufacturing PMI 



 

 

in July, from 54.9 to 55.1. The US Institute for Supply Management (ISM) index fell from 

60.2 to 58.1, China’s PMI fell from 51.5 to 51.2, Japan’s from 53.0 to 52.3, and the UK’s 

from 54.3 to 54.0. Despite the global and regional PMIs remaining firmly above the 

expansionary 50-level indicative of continued growth, Deutsche Bank strategist Alan Ruskin 

notes that: “All the main global engines for growth look to have peaked.”  

 

 Perhaps surprisingly, in the context of a brewing global trade war and rising geopolitical 

uncertainty, the gold price has dropped for four straight months, its longest losing streak 

since 2013, lifting its year-to-date loss to 7%. Gold traditionally gains amid increased 

financial uncertainty but has been held back by rising US interest rates and dollar strength. 

Although weaker in dollar terms the price of gold in other currencies has not necessarily 

weakened. Meanwhile, the opportunity cost of holding gold, being a non-interest-bearing 

asset, continues to rise as the Federal Reserve maintains its course of interest rate 

tightening. According to the World Gold Council, total gold demand fell in the first half of 

the year to 1,959 tons its lowest since 2009, compared with 2,086 in the same period last 

year. In the past week, the net short position in gold hit a substantial 27,156 contracts its 

highest since 2006.  

 

NORTH AMERICA 

 As expected the Fed kept to its recent pattern of keeping interest rates unchanged at each 

alternate policy meeting, leaving the benchmark fed funds rate at 1.75-2.0%. The 

accompanying policy statement appeared to upgrade the Fed’s outlook for the economy. It 

noted that “economic activity has been rising at a strong rate”, more upbeat than its June 

description of “solid” growth, while the outlook for household spending and business fixed 

investment improved from “picked up” to “grown strongly”. The policy statement appeared 

to confirm the Fed’s commitment to two more rate increases this year and three in 2019. 

According to fed funds futures, the market is pricing-in a 90% probability of a 25 basis-point 

rate hike in September and a 70% probability of a similar rate hike in December.  

 

 US non-farm payrolls increased in July by 157,000 its lowest in four months. However, the 

June and May payroll numbers were revised upwards by a net 59,000 to 248,000 and 

268,000 while wage growth remained steady with a year-on-year increase of 2.7%, 

confirming a robust labour market. Moreover, the unemployment rate decreased from 4.0% 

to 3.9%. The broader U-6 measure of unemployment, including those too discouraged to 

look for work and those in part-time work who want to work full-time, fell from 7.8% to 

7.5% its lowest since 2001 and approaching the April 2000 low of 6.9%. According to the 

ADP/Moody’s Analytics report, the private sector added a substantial 219,000 jobs in July 

the largest increase since February. According to Ahu Yildirmaz, co-head of the ADP 

Research Institute: “The labour market is on a roll with no sign of a slowdown in sight.” 

Moody’s Analytics Chief Economist Mark Zandi noted: “Tariffs have yet to materially impact 

jobs, but the multinational companies shed jobs last month, signalling the threat.”  

 



 

 

 The Institute for Supply Management’s (ISM) service and manufacturing surveys both 

suffered sharp declines in July. Although remaining comfortably above the expansionary 50-

level, the services index fell from 59.1 to 55.7 and the manufacturing index from 60.2 to 

58.1. A majority of respondents cited escalating trade tensions as a primary concern, 

affecting sentiment, end demand and supply chains. According to Anthony Nieves, ISM 

chair: “Tariffs and deliveries are an ongoing concern.”  

 

 The Conference Board consumer confidence index unexpectedly gained in July to 127.4 up 

from 127.1 in June confounding expectations for a decline. Consumers’ assessment of 

present-day conditions improved for a third straight month. However, forward-looking 

expectations fell for the second straight month to its lowest since December. Lynn Franco, 

director of economic indicators at the Conference Board noted that: “While expectations 

continue to reflect optimism in the short-term economic outlook, back-to-back declines 

suggest consumers do not foresee growth accelerating.”  Fewer survey respondents expect 

conditions to remain unchanged. An increasing number expecting either an improvement or 

a deterioration signals rising uncertainty over the outlook.  

 

CHINA 

 Both China’s official and Caixin-Markit surveys indicate a sharp slowdown in growth across 

manufacturing and service sectors of the economy. The Caixin manufacturing purchasing 

managers’ index (PMI) fell in July from 51.0 to 50.8 an eight-month low. According to 

Caixin/ Markit: “Data suggested that reduced external demand contributed to the 

slowdown, as exports fell for the fourth month in a row. Notably, the rate at which new 

export business declined was the quickest recorded for just over two years.” The official 

manufacturing PMI, which focuses on larger state-run companies rather than the Caixin’s 

focus on smaller and privately-owned companies, also deteriorated, from 51.5 to 51.2 its 

lowest in more than a year. Services PMIs signalled a similar trend: The Caixin services PMI 

fell from 53.9 to 52.8 while the official services PMI fell from 55.0 to 54.0. Although PMIs 

remain in expansionary territory there is evidence of a broad-based slowdown and readings, 

especially in the manufacturing sector, are fast approaching the neutral 50-level.  

 

 China’s Politburo signalled a shift towards monetary and fiscal stimulus aimed at stabilising 

the economy amid a sharp decline in credit growth and fallout from the trade conflict with 

the US. While not specifically mentioning the trade conflict the official statement following 

the Politburo meeting noted that “there are obvious changes in the external environment” 

and that China’s economy “faces some new problems and new challenges”. The statement 

called for increased government spending on infrastructure projects and for monetary 

policy to ease from “prudent and neutral” to “prudent”. There also appears to be a 

relaxation in the government’s deleveraging campaign of the past 18 months. According to 

the People’s Daily: “Preliminary results of deleveraging have been achieved, and China is 

entering the stage of stabilising leverage.”  

 



 

 

JAPAN 

 Industrial production fell in June by a larger than expected 2.1% month-on-month following 

a 0.2% decline in May, worse than the 0.4% consensus forecast decline. Being an export 

reliant economy, industrial production figures are especially prone to escalating global 

trade protectionism. However, the Ministry of Economy, Trade and industry, based on its 

latest survey of manufacturers, forecasts a strong rebound in industrial production in July 

of 2.7% on the month and a further 3.8% growth in August.  

 

EUROPE 

 Eurozone GDP growth slowed in the second quarter (Q2) to 0.3% quarter-on-quarter down 

from 0.4% in Q1 and 0.7% in Q4 2017, marking its weakest growth rate since Q2 2016. 

Growth had been expected to recover from the slowdown in Q1, which at the time was 

considered temporary due to unusually cold weather and labour strikes in France and 

Germany. However, the continued downward trend indicates a broader-based slowdown. 

The most recent survey data suggests continuing weakness in export orders and business 

confidence, which signals that a near-term rebound in growth is unlikely. The greatest risks 

to growth centre around trade protectionism, Brexit negotiations and the effect of higher 

oil prices. While the GDP data confirms a considerable loss in economic momentum, the 

ECB is unlikely to be deterred from its gradual course of monetary policy normalisation.  

 

 In its latest survey the Ifo’s Eurozone business sentiment index fell sharply from 31.1 to 

19.6 while the forward-looking expectations index fell from 13.8 to -0.1 its first negative 

reading since 2012. Companies’ expectations are becoming increasingly downbeat, 

significantly cutting back their outlook for growth in the second half of the year in 

Germany, Italy and the Netherlands. According to Ifo president Clemens Fuest: “The 

current debate over tariffs and protectionism led to a clear deterioration in export 

expectations.” Other factors affecting business sentiment include rising oil costs and Brexit 

uncertainty. The IMF has warned EU member states that they will lose around 1.5% of 

annual economic output by 2030 if the UK exits the trade bloc without a trade deal.  

 

 Germany’s factory orders slumped in June by 4.0% month-on-month erasing the previous 

month’s 2.6% increase, far worse than the 0.4% consensus forecast decline. Capital goods 

orders fell 4.7% and consumer goods orders by 4.5%. While domestic orders decreased 2.8% 

foreign orders took the brunt of the decline with a drop of 4.7%. Orders from outside the 

Eurozone fell 5.9% while new orders from within the Eurozone declined a relatively modest 

2.7%, indicating the growing impact of trade protectionism. The cease-fire in the trade 

war, agreed in the past fortnight between Trump and EU President Jean-Claude Juncker, 

may provide some relief to Germany’s factory orders data in the third quarter.  

 

 

 



 

 

UNITED KINGDOM 

 Despite growing uncertainty over Brexit and the rising threat of a global trade war, the 

Bank of England (BOE) delivered its long-expected interest rate hike, lifting the base rate 

from 0.5% to 0.75%. However, the BOE tempered expectations in its forward guidance, 

indicating that one or two more 25 basis-point rate hikes by 2021 would be sufficient to 

bring inflation back to its 2% target. The BOE lowered its forecast for global GDP growth for 

2018 from its May forecast of 3.0% to 2.75% while leaving its forecast for 2019 at 2.5%. BOE 

Governor Mark Carney indicated the effect of trade protectionism had so far been limited 

but could impact growth more significantly if business spending plans are affected. The BOE 

noted that Brexit uncertainty was restraining business investment spending and productivity 

growth and that in the event of a “hard Brexit”, it would “be appropriate to either keep 

rates the same or lower.” Despite the interest rate hike the pound fell to £/$1.2925 its 

lowest versus the US dollar since September 2017. The pound was responding to the 

growing risk of the UK exiting the EU without a Brexit deal, which Carney described as 

being “uncomfortably high.”  

 

 According to the Halifax survey, UK house price growth improved in July to its fastest pace 

since November 2017 at 3.3% year-on-year up from 1.8% in June. On a month-on-month 

basis house prices increased 1.4% up from 0.3% in June. However, Russell Galley, Managing 

Director at Halifax cautioned that: “While the quarterly and annual rates of house price 

growth have improved, housing activity remains soft.” He offered some reassurance, adding 

that: “With regards to the recent rise in the Bank of England Base Rate, we do not 

anticipate that this will have a significant effect on either mortgage affordability or 

transaction volumes.”  

 

FAR EAST AND EMERGING MARKETS 

 The Reserve Bank of India (RBI) unexpectedly hiked its benchmark interest rate by 25 basis-

points to 6.5% its second rate increase in quick succession. The RBI lifted the interest rate 

for the first time since Narenda Modi took power in 2014 at the last policy meeting in June. 

The RBI cited rising retail price inflation, which is nudging 5% exceeding its target of 4%. 

The RBI cautioned that the government’s increase in minimum prices paid to farmers would 

have an inflationary impact on food prices with second-round effects on consumer price 

inflation. The interest rate hike did not deter India’s equity market from scaling new record 

highs. According to Shilan Shah, an economist at Capital Economics: “The RBI’s decisiveness 

in tightening policy should enhance the reputation as an inflation-fighting institution that it 

has earned over the past five years or so.”  

 

 The Czech National Bank (CNB) lifted its benchmark two-week repo interest rate from 1.0% 

to 1.25% marking the fifth hike in the past year while CNB Governor Jiri Rusnok indicated it 

will hike again soon to temper rising inflation. Rusnok stated: “If the existing conditions 

more or less persist, then there will certainly be room, I would say, as early as at the next 

monetary meeting.” The Czech Republic grew its GDP in the first quarter at an annualised 



 

 

rate of 4.2% driving unemployment down to 2.4% the lowest in the EU. A tight labour 

market has caused a spike in wage growth and an acceleration in consumer price inflation, 

which now exceeds the CNB’s 2% target. 

 

 The lira was jolted lower after the US imposed sanctions on Turkey’s ministers of justice 

and of the interior, due to the country’s refusal to free US citizen Pastor Andrew Brunson. 

Brunson is accused by Turkey of aiding the failed coup attempt against President Erdogan. 

The lira fell for a fifth straight day taking its losses versus the US dollar to 5% over the week 

and 26.4% since the start of the year. The yield on Turkey’s 10-year government bond 

spiked higher over the week from 18.5% to 19.1%. In addition to the sanction, which is 

fuelling concerns over an escalation in US measures, Turkey suffers from high external 

indebtedness estimated at around 53% of GDP, making it one of the most exposed among 

emerging markets. Moreover, inflation has accelerated to 15.4% its highest in 15 years amid 

increased concern over Erdogan’s economic policy. Erdogan has threatened the central 

bank’s independence, vowing to keep interest rates low to help support economic growth. 

In addition, he recently appointed his son-in-law as combined treasury and finance 

minister, exacerbating concerns over his stewardship of the economy.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 4.01 

JSE Fini 15  - 5.33 

JSE Indi 25  - 7.08 

JSE Resi 20  + 13.57 

R/$   - 7.09 

R/€   - 3.56 

R/£   - 3.38 

S&P 500  + 6.24 

Nikkei  - 1.05 

Hang Seng  - 7.50 

FTSE 100  - 0.37 

DAX   - 2.34 

CAC 40  + 3.13 



 

 

MSCI Emerging - 7.35 

MSCI World  + 2.47 

Gold   - 6.41 

Platinum  - 10.88 

Brent oil  + 10.18 

 

TECHNICAL ANALYSIS 

 Although the rand has broken its spell of recent declines and now consolidating in a trading 

range of R/$13.00-13.50 the likelihood of continued strength below R/$13.00 is limited. 

The trading range is likely to persist for the foreseeable future.   

 

 The rally in the US dollar index has reached its medium-term goal suggesting a correction 

from current levels. The dollar remains below a major 30-year resistance line suggesting 

the bull run in the dollar may be over.  

 

 The British pound has broken back below key resistance at £/$1.35 suggesting a trading 

range of £/$1.30-1.35. The £/$1.28 level is expected to provide strong resistance.  

 

 The JPMorgan global bond index is testing the support line from the bull market stemming 

back to 1989, which if broken will project further sharp increases in bond yields. 

 

 The US 10-year Treasury yield is struggling to break decisively above key resistance at 3.0%. 

However, a break above this level is expected and would open the next target of 3.6%.  

 

 The benchmark R186 2025 SA Gilt yield has retraced earlier weakness and fallen back below 

the key 9.0% level. A trading range of 8.4-9.0% is expected over the foreseeable future.  

 

 Key US equity indices, including the S&P 500, Dow Jones Industrial, Dow Jones Transport, 

Nasdaq and Russell 2000, have simultaneously set new record highs, confirming a bullish 

outlook for US equity markets.   

 

 The Brent oil price has struggled to break above key resistance at $75 per barrel, indicating 

a likely trading range of $65-75 per barrel. The outlook for base metals prices is less certain 

after the copper price retreated sharply from the key $7000 per ton level. A break below 

$6000 per ton would herald a bear market in copper and base metals’ prices.  

 



 

 

 Gold has developed an inverse “head and shoulders” pattern, which indicates a price 

recovery and a test of the $1400 target level.  

 

 Despite the consolidation since the start of the year the break in the JSE All Share index 

above key resistance levels at 56,000 and 60,000 in December signals the early stages of a 

new bull market. 

 

BOTTOM LINE 

 Bonds, which are debt instruments issued by sovereign entities and companies to raise 

capital, play an important role in investment portfolios. Bonds pay the investor interest 

over the life of the bonds. The interest can be at a fixed rate or a floating rate linked to 

the prime rate or to the inflation rate. Zero coupon bonds pay no interest but provide a 

fixed capital return.  

 

 While equities are exciting, bonds are boring. Over time equities provide the best returns, 

by far, compared with bonds. Although in the short-term bonds tend to be safer, in the 

long-run they provide lower returns. In South Africa, based on historical experience, 

equities are likely to provide an annualised real (adjusted for inflation) return of 7-9%. 

Bonds, on the other hand, will likely provide 1-3%, lower than equities but higher than cash 

at 0-2%.  

 

 If the expected long-term annual return on bonds is so much lower than equities, what 

value do they add to an investment portfolio? Bonds have a dual purpose. Bonds are 

especially useful for investors who require a secure income stream. The income generated 

by bonds tends to exceed the income yield on cash.  

 

 Bonds are an effective portfolio diversifier. Diversification into bonds, which traditionally 

have a negative correlation to equities, will temper the volatility of the equity portion of 

an investment portfolio. While equities have historically been by far the best performing 

asset class, they are notoriously volatile. In the worst 12-month declines for the All Share 

Index over the past twenty years following market peaks in April 1998, May 2002 and June 

2008, the All Share Index suffered losses of -39%, -30% and -38.5%. These losses would be 

enough to unnerve even the most seasoned investors. However, in each case resolute 

investors would have been rewarded, outperforming the inflation rate on an annualised 

basis in less than four years after the initial decline.  

 

 A measured exposure to bonds will help to keep an investor resolute. The more bonds one 

has in an investment portfolio the less one stresses about temporary equity market 

declines, mitigating the common mistake of selling out of equities at a loss. Unfortunately, 

buying high when everyone else is buying and selling low when everyone else is selling is 



 

 

human instinct and comes quite naturally. Bonds offer the ballast, which protects against 

succumbing to human instinct.  

 

 Asset managers seldom agree but they are agreed on one thing: Investors must invest over 

the long-term. A measured exposure to bonds will help ensure that investors stay the 

course, maintaining equity exposure through thick and thin. The degree of exposure to 

bonds depends on an investor’s financial needs and risk profile.  

 

Disclaimer 

Information and opinions presented in this Report were obtained or derived from public sources that Overberg Asset 

Management believes are reliable but makes no representations as to their accuracy or completeness. Any opinions, 

forecasts or estimates herein constitute a judgement as at the date of this Report and should not be relied upon. There can 

be no assurance that future results or events will be consistent with any such opinions, forecasts or estimates. Furthermore, 

Overberg Asset Management accepts no responsibility or liability for any loss arising from the use of or reliance placed upon 

the material presented in this Report. 


